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the United States, and in any event
shall so remit no later than 10 days
after receipt of such a payment.

(ii) Subject to the waiver in para-
graph (f)(2)(iii) of this section, each ob-
ligor on a security pledged by a deposi-
tary pursuant to this section, upon no-
tification that the Treasury is entitled
to any payment associated with that
pledged security, shall make each pay-
ment of principal and/or interest due
with respect to such security directly
to the FRB of the district, as fiscal
agent of the United States.

(iii) The requirements of paragraphs
(f)(2)(i) and (ii) of this section are here-
by waived for only so long as a pledg-
ing depositary avoids both termination
from the program under § 203.7; and
also, those circumstances identified in
paragraph (f)(1) which may lead to the
collection of the proceeds of collateral
or the waiver is otherwise terminated
by Treasury.

[63 FR 5650, Feb. 3, 1998, as amended at 65 FR
55429, Sept. 13, 2000]

PART 204 [RESERVED]
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Subpart C [Reserved]

AUTHORITY: 5 U.S.C. 301; 31 U.S.C. 321, 3335,
6501, 6503.

SOURCE: 57 FR 60676, Dec. 21, 1992, unless
otherwise noted.

§ 205.1 Purpose.
Subparts A and B of this part imple-

ment the Cash Management Improve-
ment Act and prescribe rules and pro-
cedures for the transfer of funds be-
tween the Federal Government and the
States for Federal grant and other pro-
grams. Subpart C of this part is re-
served and, if issued, may implement
other authorities and govern trans-
actions outside the scope of subparts A
and B.

§ 205.2 Scope of part.
(a) Subparts A and B apply to pro-

grams listed in the Catalog of Federal
Domestic Assistance, Pursuant to
chapter 61 of title 31, United States
Code.

(b) This part does not generally apply
to direct loan programs.

(c) This part does not apply to pay-
ments made to States acting as ven-
dors on Federal contracts, which are
subject to the Prompt Payment Act of
1982, as amended, 31 U.S.C. 3901 et seq.,
Office of Management and Budget
(OMB) Circular A–125 ‘‘Prompt Pay-
ment,’’ and 48 CFR part 32.

(d) This part does not apply to the
Tennessee Valley Authority (TVA) or
programs administered by the TVA.

§ 205.3 Definitions.
For the purpose of this part:
Administrative cost grant means a

grant exclusively for administrative
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expenses under a program with sepa-
rate grant awards for benefit payments
and administrative expenses.

Auditable means the sources of data
and information for a calculation are
readily available, fully documented,
and verifiable, such that the calcula-
tion can be replicated and proven to
comply with all pertinent standards.

Authorized State official means a per-
son with the authority under the laws
of a State to make commitments on
behalf of the State for the purposes of
this regulation, or that person’s offi-
cial designee as certified in writing.

Check means a negotiable demand
draft or warrant.

Clearance pattern means a frequency
distribution showing the proportion of
a total amount disbursed that is deb-
ited against the payor’s bank account
each day after the disbursement.

Current project cost means a cost for
which the liability has been recorded
on or after the day on which a State
last requested funds for the project.

Day means a calendar day unless oth-
erwise specified.

Disburse means to issue a check or
initiate an electronic funds transfer
payment.

Discretionary grant project means a
project for which a Federal agency is
statutorily authorized to exercise judg-
ment in awarding a grant and in select-
ing a grantee, generally through a
competitive process.

Drawdown means a process whereby a
State requests and receives Federal
funds.

Electronic funds transfer (EFT) means,
in the context of Federal payments to
States, the delivery of funds through
wire transfer or the Automated Clear-
ing House.

Equivalent rate means auction aver-
age equivalent yield, also known as the
auction average investment rate of 13-
week Treasury bills.

Federal agency means an executive
agency as defined by section 102 of title
31, United States Code, exclusive of the
TVA.

Federal-State agreement means an
agreement between a State and a Fed-
eral program agency specifying terms
and conditions for carrying out a pro-
gram or group of programs, but does

not mean a Treasury-State Agreement
described in § 205.9.

Fiscal year means, unless otherwise
indicated, a State’s budget year ending
in the specified calendar year.

Issue checks means to release or dis-
tribute checks to the payees.

Major Federal assistance program is de-
fined in appendix A to subpart A of this
part.

Obligational authority means the ex-
istence of a definite commitment on
the part of the Federal Government to
provide appropriated funds to a State
to carry out specified programs, wheth-
er the commitment is executed before
or after a State pays out funds for pro-
gram purposes. This term means that
an obligation to a State has been exe-
cuted and does not refer to the amount
of budgetary resources available.

Pay out means to debit the payor’s
bank account.

Pay out funds for program purposes
means, in the context of State pay-
ments, to debit a State account for the
purpose of making a payment to:

(1) A person or entity that is not con-
sidered part of the State pursuant to
the definition of ‘‘State’’ in this sec-
tion, or

(2) A State entity for the procure-
ment of goods or services for the direct
benefit or use of the payor State entity
or the Federal Government.

Program means the range of activities
encompassed under, and classified by, a
Catalog of Federal Domestic Assist-
ance number (CFDA #).

Refund means a recovery of funds
previously paid out for program pur-
poses.

Related banking costs means stand-
alone, non-credit services which are
considered necessary and/or customary
for sustaining an account in a financial
institution, whether in commercial fi-
nancial institutions or State Treasurer
accounts. Investment service fees are
not related banking costs.

Request for funds means a solicitation
for funds that is completed and sub-
mitted in accordance with Federal
agency guidelines.

Secretary means the Secretary of the
United States Department of the
Treasury. The Financial Management
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Service (FMS) is the Secretary’s rep-
resentative in all matters concerning
this part, unless otherwise specified.

State means a State of the United
States, the District of Columbia, the
Commonwealth of Puerto Rico, the
Commonwealth of the Northern Mar-
iana Islands, American Samoa, Guam,
the Virgin Islands, and an agency, in-
strumentality, or fiscal agent of a
State so defined, but does not mean a
local government or an Indian tribal
government.

(1) A State agency or instrumen-
tality is any organization of the pri-
mary government of the State finan-
cial reporting entity, as defined by
Generally Accepted Accounting Prin-
ciples, excluding institutions of higher
education, hospitals, and nonprofit or-
ganizations.

(2) A fiscal agent of a State is an en-
tity that pays, collects, or holds Fed-
eral funds on behalf of the State in fur-
therance of a Federal program, exclud-
ing private nonprofit community orga-
nizations.

Trust fund for which the Secretary is
the trustee means a trust fund adminis-
tered by the Secretary.

[57 FR 60676, Dec. 21, 1992, as amended at 59
FR 28262, June 1, 1994]

Subpart A—Negotiation of Inter-
governmental Agreements for
Financing Federal Assistance
Programs—Interest Liabilities
on Intergovernmental Funds
Transfers

§ 205.4 Scope of subpart.
(a) Initial programs. From the later of

July 1, 1993, or the first day of a State’s
1994 fiscal year, to the end of a State’s
1994 fiscal year, this subpart applies, at
a minimum, to the following programs,
provided they meet the threshold for
major Federal assistance programs in
the State:

Alcohol and Drug Abuse and Mental
Health Services Block Grant (CFDA
93.992);

Chapter 1 Programs—Local Edu-
cational Agencies (CFDA 84.010);

Child Support Enforcement (CFDA
93.023);

Family Support Payments to States
(CFDA 93.020);

Foster Care—Title IV–E (CFDA 93.658);
Highway Planning and Construction

(CFDA 20.205);
Job Opportunities and Basic Skills

Training (CFDA 93.021)
Job Training Partnership Act (CFDA

17.250);
Low-Income Home Energy Assistance

(CFDA 93.028);
Medical Assistance Program (CFDA

93.778);
National School Lunch Program

(CFDA 10.555);
Nutrition Assistance for Puerto Rico

(CFDA 10.566).
Pell Grant Program (CFDA 84.063);
Rehabilitation Services—Basic Support

(CFDA 84.126);
Social Services Block Grant (CFDA

93.667);
Special Education—State Grants

(CFDA 84.027);
Special Supplemental Food Program

for Women, Infants, and Children
(CFDA 10.557);

State Administration Matching
Grants—Food Stamp Program (CFDA
10.561);

Supplemental Security Income (CFDA
93.807);

Unemployment Insurance (CFDA
17.225);

(b) Threshold of materiality. From the
later of July 1, 1994, or the beginning of
a State’s 1995 fiscal year, and there-
after, this subpart applies, at a min-
imum, to all programs that meet the
threshold for major Federal assistance
programs in a State.

(c) Determining major Federal assist-
ance programs. Unless otherwise speci-
fied in a Treasury-State Agreement,
major Federal assistance programs will
be determined from the most recent
Single Audit data available from the
U.S. Bureau of the Census and, if nec-
essary, other data from the most re-
cent fiscal year for which funding can
be documented.

(d) Covering additional programs. A
State and the FMS may agree, in a
Treasury-State Agreement, to cover
additional programs under this sub-
part. However, the FMS has unilateral
authority to require a State and a Fed-
eral agency to cover additional pro-
grams under this subpart if a State or
a Federal agency fails to comply with
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subpart B of this part, as set forth in
§§ 205.22 and 205.23.

(e) Programs not covered by this sub-
part. Programs in the Catalog of Fed-
eral Domestic Assistance that are not
covered by this subpart are subject to
subpart B of this part.

(f) Grace period for colleges and univer-
sities. Unless otherwise specified in a
Treasury-State Agreement, this sub-
part does not apply to a State institu-
tion of higher education prior to a
State’s 1995 fiscal year, notwith-
standing any other provision of this
section.

[57 FR 60676, Dec. 21, 1992, as amended at 59
FR 51855, Oct. 13, 1994]

§ 205.5 [Reserved]

§ 205.6 Funding techniques.
(a) Zero balance accounting. Zero bal-

ance accounting is a method of trans-
ferring Federal funds to a State based
on the actual amount of funds that are
paid out by the State each day after a
disbursement. Neither the Federal Gov-
ernment nor a State will incur an in-
terest liability when this funding tech-
nique is properly applied.

(b) Estimated clearance. Estimated
clearance is a method of transferring
Federal funds to a State based on the
estimated amount of funds that are
paid out by the State each day after a
disbursement. Neither the Federal Gov-
ernment nor a State will incur an in-
terest liability when this funding tech-
nique is properly applied.

Example: A State mails $1 million in checks
to benefit recipients under a Federally fund-
ed program. The State has developed the fol-
lowing clearance pattern for the program,
based on when checks historically have been
presented for payment:

Day
Percentage
of dollars
paid out

0 (checks mailed) .............................................. 0
1 ......................................................................... 0
2 ......................................................................... 0
3 ......................................................................... 0
4 ......................................................................... 40
5 ......................................................................... 30
6 ......................................................................... 15
7 ......................................................................... 10
8 ......................................................................... 5

On Day 3, the State requests 40 percent of
the funds disbursed, or $400,000, and the Fed-
eral agency deposits funds in the State ac-

count on Day 4 to coincide with the expected
presentment of 40 percent of the total dis-
bursement. On Day 4, the State requests 30
percent of the funds to pay for checks pre-
sented on Day 5, and so on. Furthermore, if
the State draws down $400,000 to pay for
checks presented on Day 4, neither the State
nor the Federal Government will incur an in-
terest liability if the amount of checks actu-
ally presented is more or less than $400,000.
Over the long term, the amounts drawn down
and the amounts of checks presented for pay-
ment will converge to the historical clear-
ance pattern.

(c) Pre-issuance funding. Pre-issuance
funding is a method of transferring
Federal funds to a State prior to the
day the State issues checks or initiates
EFT payments. When this funding
technique is applied, a State will incur
an interest liability to the Federal
Government from the day Federal
funds are credited to a State account
to the day the State pays out the funds
for programs purposes.

Example: Three business days before a
State issues $1 million in checks, it requests
$1 million from a Federal agency, which de-
posits the funds in a State account the next
day. The State has developed the following
clearance pattern, based on when the State’s
checks historically have been presented for
payment:

Day
Percent of

dollars paid
out

0 (funds deposited) ............................................ 0
1 ......................................................................... 0
2 (checks issued) .............................................. 0
3 ......................................................................... 0
4 ......................................................................... 0
5 ......................................................................... 40
6 ......................................................................... 30
7 ......................................................................... 15
8 ......................................................................... 10
9 ......................................................................... 5

The State will owe the Federal Government
5 days of interest on 40 percent of the funds,
or $400,000, since that amount will be paid
out for checks presented 5 days after Federal
funds are deposited in a State account. The
State will owe 6 days of interest on 30 per-
cent of the funds, or $300,000, 7 days of inter-
est on 15 percent of the funds, and so on.

(d) Average clearance. Average clear-
ance is a method of transferring funds
to a State based on the dollar-weighted
average number of days required for
funds to be paid out by the State after
a disbursement. Neither the Federal
Government nor a State will incur an
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interest liability when this funding
technique is properly applied.

Example: A State mails $1 million in checks
to contractors for a Federally funded pro-
gram. The State has developed the following
clearance pattern, based on when checks his-
torically have been presented for payment,
and has determined the average day of clear-
ance, weighted by dollar amount, to be 5
days after checks are issued:

Day

Percent
of dol-

lars paid
out

Factor
(day x

percent-
age)

0 (checks issued) .................................. 0
1 ............................................................. 0
2 ............................................................. 0
3 ............................................................. 0
4 ............................................................. 40 1.60
5 ............................................................. 30 1.50
6 ............................................................. 15 0.90
7 ............................................................. 10 0.70
8 ............................................................. 5 0.40
Average day of clearance ..................... .............. 5.10

The State requests $1 million on day 4 and
receives that amount on day 5, which is the
dollar-weighted average number of days re-
quired for checks to be presented at the
State’s bank, and neither the State nor the
Federal Government incurs an interest li-
ability.

(1) In determining a dollar-weighted
average day of clearance, fractions of
days are rounded to the nearest whole
number.

(2) The standards and maintenance
requirements for clearance patterns, as
set forth in § 205.8, apply for average
day of clearance calculations.

(e) Reimbursable funding. Reimburs-
able funding is a method of transfer-
ring Federal funds to a State after the
State has paid out its own funds for
program purposes. After June 30, 1994,
reimbursable funding is prohibited, ex-
cept where mandated by Federal law.

§ 205.7 Requesting and transferring
funds.

(a) Electronic funds transfer. To the
maximum extent practicable, a Federal
agency shall use EFT for transfers of
funds to a State.

(b) Minimizing the time between trans-
fer and payment. A State and a Federal
agency shall minimize the time elaps-
ing between the transfer of funds from
the United States Treasury and the pay
out of funds for program purposes by a
State, whether the transfer occurs be-
fore or after the pay out.

(c) Procedures for funding techniques.
Unless otherwise specified in a Treas-
ury-State Agreement, a State and a
Federal agency shall adhere to the fol-
lowing procedures for each funding
technique:

(1) Zero balance accounting. A State
shall request funds the same day it
pays out funds for program purposes,
and a Federal agency shall deposit
funds in a State account the same day
it receives a request for funds.

(2) Estimated clearance. A State shall
request funds 1 business day prior to
the day it expects to pay out funds, in
accordance with a clearance pattern,
and a Federal agency shall deposit
funds in a State account the next busi-
ness day after receiving a request for
funds.

(3) Average clearance. A State shall
request funds 1 business day prior to
the dollar-weighted average number of
days required for funds to be paid out
after a disbursement, and a Federal
agency shall deposit funds in a State
account the next business day after re-
ceiving a request for funds.

(4) Pre-issuance funding. A State shall
request funds not more than 3 business
days prior to the day on which it
makes a disbursement, and a Federal
agency shall deposit funds in a State
account the next business day after re-
ceiving a request for funds.

(5) Reimbursable funding. A State
shall request funds only after it has
paid out its own funds for programs
purposes, and a Federal agency shall
deposit funds in a State account the
next business day after receiving a re-
quest for funds.

(d) Limiting the amount transferred.
Consistent with a funding technique
and with funds transfer procedures in a
Treasury-State Agreement, a State and
a Federal agency shall limit the
amount of funds transferred to a State
to the minimum required to meet a
State’s actual, immediate cash needs.

(e) Frequency of requests for funds. A
Federal agency shall allow a State to
submit requests for funds, or bills, as
often as daily. However, this require-
ment shall not be construed to change
Federal agency guidelines defining a
properly completed request for funds.

(f) Prohibition of reimbursable funding
requirements. A Federal agency may not
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require a State to use reimbursable
funding, unless mandated by Federal
law.

§ 205.8 Clearance patterns.

(a) Use and basis of development. When
required by a funding technique, a
clearance pattern will be used to sched-
ule the transfer of funds to a State and
to support the calculation of interest.
A State may:

(1) Develop a separate clearance pat-
tern for an individual program; or

(2) Develop a composite clearance
pattern for a logical group of programs
that have the same disbursement
method and that reasonably can be ex-
pected to have comparable clearance
activity. A composite clearance pat-
tern for a group of programs must be
applied separately to each program in
the group when scheduling funds trans-
fers or calculating interest; or

(3) Develop a clearance pattern on
another basis that is agreed upon by
the FMS.

(b) Standards for clearance patterns. A
State shall ensure that a clearance pat-
tern accurately represents the flow of
Federal funds and that a clearance pat-
tern reflects seasonal or other periodic
variations in clearance activity. A
State shall ensure that a clearance pat-
tern is auditable.

(c) Maintaining clearance patterns. (1)
If a State has actual or constructive
knowledge, at any time, that a clear-
ance pattern does not correspond to a
program’s clearance activity, or if a
program undergoes operational
changes that may affect clearance ac-
tivity, the State shall:

(i) Immediately notify the FMS in
writing of the program requiring a new
clearance pattern, and

(ii) Develop a new clearance pattern
and certify that it corresponds to a
program’s clearance activity.

(2) If a Federal agency has actual or
constructive knowledge, at any time,
that a State’s clearance pattern does
not correspond to a program’s clear-
ance activity, the agency shall notify
the FMS in writing of the State and
the program. The FMS shall imme-
diately notify the State of the pro-
grams, and the State shall either:

(i) Develop a new clearance pattern
and certify that it corresponds to a
program’s clearance activity, or

(ii) Re-certify the accuracy of the ex-
isting clearance pattern.

(d) Certification for accuracy. An au-
thorized State official shall certify
that a clearance pattern corresponds to
a program’s clearance activity. If a
State develops a clearance pattern for
a program or a group of programs, as
set forth in paragraphs (a)(1) and (a)(2)
of this section, an authorized State of-
ficial shall re-certify the accuracy of
the clearance pattern at least every 5
years. If a State develops a clearance
pattern on another basis, as set forth
in paragraph (a)(3) of this section, the
FMS may prescribe requirements for
re-certifying the accuracy of the clear-
ance pattern.

§ 205.9 Treasury-State agreements.

(a) Purpose. A State may enter into a
Treasury-State Agreement with the
FMS to set forth terms and conditions
for implementing this subpart.

(b) Components. A Treasury-State
Agreement pursuant to this subpart
must include, but will not be limited
to, the following:

(1) Programs. Consistent with § 205.4, a
Treasury-State Agreement must indi-
cate the programs subject to this sub-
part.

(2) Funding techniques. A Treasury-
State Agreement must indicate the
funding techniques to be applied to the
programs subject to this subpart, in ac-
cordance with the following:

(i) Zero Balance Accounting, Esti-
mated Clearance, and Pre-Issuance
Funding are techniques available for
selection by a State, subject to the ap-
proval of the FMS.

(ii) A State may request approval to
use the Average Clearance funding
technique, but must provide the FMS
with adequate justification for its use
in lieu of Estimated Clearance.

(iii) Reimbursable funding is avail-
able for selection by a State, subject to
the approval of the FMS, only for a
program for which the State used reim-
bursable funding prior to the later of
July 1, 1993, or the first day of a State’s
1994 fiscal year. However, reimbursable
funding is not available for selection
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by a State for the programs listed in
§ 205.4(a).

(iv) A State and the FMS may nego-
tiate the use of other mutually agreed
upon funds transfer procedures.

(v) A State may apply more than one
funding technique or funds transfer
procedure to a program with multiple
cash flows.

(3) Interest calculation method. Con-
sistent with § 205.13, a Treasury-State
Agreement must indicate the method a
State will use to calculate and docu-
ment interest liabilities pursuant to
this subpart.

(4) Clearance pattern method. Con-
sistent with § 205.8, a Treasury-State
Agreement must indicate the method
and standards a State will use to de-
velop and maintain clearance patterns
pursuant to this subpart.

(5) Direct costs. Consistent with
§ 205.14, a Treasury-State Agreement
must specify the types of direct costs a
State expects to incur.

(6) Reverse flow programs. Consistent
with §§ 205.8 and 205.13, with respect to
programs for which the Federal Gov-
ernment makes payments on behalf of
a State, a Treasury-State Agreement
must indicate the methods a Federal
agency will use to calculate and docu-
ment interest liabilities and to develop
and maintain clearance patterns pursu-
ant to this subpart.

(c) Consultation with Federal agencies.
The FMS will consult with Federal pro-
gram agencies as necessary and appro-
priate when negotiating a Treasury-
State Agreement.

(d) Amendment. A Treasury-State
Agreement may be amended by the mu-
tual written consent of the State and
the FMS.

(e) Five-year expiration. A Treasury-
State Agreement expires if it is not
amended for 5 years.

(f) Default provisions for a State with-
out a Treasury-State Agreement. With re-
spect to a State that does not have a
Treasury-State Agreement in effect
after the later of June 30, 1993, or the
last day of the State’s 1993 fiscal year,
the following apply:

(1) The FMS shall prescribe funds
transfer procedures to be used by the
State and the Federal agency in imple-
menting this subpart, consistent with
Federal and State law.

(2) The FMS shall prescribe the
method for calculating interest liabil-
ities pursuant to this subpart.

§ 205.10 Funding of indirect costs and
administrative cost grants.

(a) A State and the FMS may agree,
in a Treasury-State Agreement, to the
following funding conventions for indi-
rect costs and administrative cost
grants:

(1) The State will draw down a pro-
rated amount of an administrative cost
grant on the date of the State payday.
For example, the State would draw
one-third of a quarterly administrative
cost grant if payroll is monthly, or
one-sixth of a quarterly administrative
cost grant if payroll is semi-monthly.

(2) If an indirect cost rate is applied
to a program, the State will include a
proportionate share of the indirect cost
allowance in each drawdown by apply-
ing the indirect cost rate to the appro-
priate direct costs of each drawdown.

(3) If costs must be allocated to var-
ious programs pursuant to a labor dis-
tribution or other system under an ap-
proved cost allocation plan, the State
will draw down funds to meet cash out-
lay requirements based on the most re-
cent, certified cost allocations, with
subsequent adjustments pursuant to
the actual allocation of costs.

(b) A State and the FMS may agree,
in a Treasury-State Agreement, that
no interest liabilities will be incurred
or calculated for indirect costs and ad-
ministrative cost grants, notwith-
standing any other provision of this
subpart.

§ 205.11 Federal interest liabilities.
(a) General. The Federal Government

will incur an interest liability to a
State if the State pays out its own
funds for program purposes with valid
obligational authority under Federal
law, Federal regulation, or Federal-
State agreement. A Federal interest li-
ability will accrue from the day a
State pays out its own funds for pro-
gram purposes to the day Federal funds
are credited to a State account.

(b) Late appropriations. If a State pays
out its own funds for program purposes
due to delay in passage of a Federal ap-
propriations act, the Federal Govern-
ment will incur an interest liability if
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an appropriations act, as enacted, cov-
ers the period of the State’s expendi-
ture and permits payment for expenses
already incurred by the State.

(c) Lack of obligational authority other
than occurring through late appropria-
tions. If a State pays out its own funds
for program purposes without
obligational authority, the Federal
Government will incur an interest li-
ability if the lack of obligational au-
thority is not the result of limitation,
reduction, or termination of the pro-
gram and where obligational authority
is subsequently established to permit
payment for the State’s expenditure.

(d) Federal Highway Trust Fund. The
following applies to programs and
projects funded out of the Federal
Highway Trust Fund, notwithstanding
any other provision of this section:

(1) If a State does not request funds
at least weekly for current project
costs, a Federal interest liability will
not accrue prior to the day a State sub-
mits a request for funds.

(2) If a State pays out its own funds
in the absence of a project agreement
or in excess of the Federal obligation
in a project agreement, the Federal
Government will not incur an interest
liability.

(e) Discretionary grant project ap-
proval. If a State pays out its own
funds prior to the earlier of:

(1) The day a Federal agency offi-
cially notifies the State in writing that
a discretionary grant project has been
approved, or

(2) The date that a Federal agency is
otherwise obligated in law to pay the
discretionary grant project to the
State, the Federal Government will not
incur an interest liability, notwith-
standing any other provision of this
section.

(f) Authorizations and appropriations
for future years. If a State pays out its
own funds prior to the availability of
Federal funds that have been author-
ized or appropriated for a future Fed-
eral fiscal year, the Federal Govern-
ment will not incur an interest liabil-
ity, notwithstanding any other provi-
sion of this section.

(g) Reverse flow programs. With re-
spect to programs for which the Fed-
eral Government makes payments on
behalf of a State, such as Supplemental

Security Income, the Federal Govern-
ment will incur an interest liability if
State funds are in a Federal Govern-
ment account prior to the day a Fed-
eral agency pays out funds for program
purposes. A Federal interest liability
will accrue from the day State funds
are credited to the Federal Govern-
ment’s account to the day the Federal
agency pays out the State funds for
program purposes.

§ 205.12 State interest liabilities.

(a) General. A State will incur an in-
terest liability to the Federal Govern-
ment if Federal funds are in a State ac-
count prior to the day the State pays
out funds for program purposes. A
State interest liability will accrue
from the day Federal funds are credited
to a State account to the day the State
pays out the Federal funds for program
purposes.

(b) Refunds. A State will incur an in-
terest liability to the Federal Govern-
ment on a refund transaction of Fed-
eral funds. A State interest liability
will accrue from the day the refund is
credited to a State account to the day
the refund is either paid out for pro-
gram purposes or credited to a Federal
Government account. However, a State
may adopt a transaction threshold not
exceeding $10,000, below which the
State will not incur an interest liabil-
ity on a refund transaction.

(c) Reverse flow programs. With re-
spect to programs for which the Fed-
eral Government makes payments on
behalf of a State, such as Supplemental
Security Income, a State will incur an
interest liability to the Federal Gov-
ernment if a Federal agency pays out
Federal funds for program purposes on
behalf of the State. A State interest li-
ability will accrue from the day the
Federal agency pays out Federal funds
for program purposes to the day State
funds are credited to the Federal Gov-
ernment’s account.

(d) Exception. Notwithstanding any
other provision in this section, a State
will not incur an interest liability to
the Federal Government if Federal law
requires that the interest a State earns
on Federal funds must be retained by
the State or used for program purposes.
This exception shall not be construed
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to exempt a program from any other
provision of this subpart.

§ 205.13 Interest calculation.
(a) State responsibilities. A State shall

calculate Federal interest liabilities
and State interest liabilities for each
program subject to this subpart, except
as provided for in paragraph (b) of this
section.

(b) Reverse flow programs. A Federal
agency shall calculate Federal interest
liabilities and State interest liabilities
for a program subject to this subpart
for which the Federal agency makes
payments on behalf of a State, such as
Supplemental Security Income.

(c) Start date. Interest liabilities
begin accruing the later of July 1, 1993,
or the first day of a State’s 1994 fiscal
year.

(d) Interest rate. The interest rate for
all interest liabilities pursuant to this
subpart is the annualized rate equal to
the average equivalent yields of 13-
week Treasury Bills auctioned during a
State’s fiscal year, except as provided
for in paragraph (i) of this section. The
FMS will provide this rate to each
State.

(e) Interest calculation method and
standards. A State shall calculate and
report interest liabilities on the basis
of its fiscal year. A State shall ensure
that its interest calculations are
auditable. As set forth in § 205.9, a
Treasury-State Agreement must in-
clude the method a State will use to
calculate and document interest liabil-
ities pursuant to this subpart.

(f) Statistical sampling. If a State uses
statistical sampling to calculate inter-
est, the State must randomly sample
transactions for each program subject
to this subpart to ensure, at a min-
imum, a 95 percent confidence interval
subject to a .3 dollar-weighted day
bound of error estimate.

(g) Transactions prior to a State’s 1994
fiscal year. A State shall not include in
an interest calculation a transaction in
which either the transfer of funds to
the State or the pay out of funds for
program purposes by the State occurs
prior to the later of July 1, 1993, or the
first day of the State’s 1994 fiscal year.

(h) Funds withdrawn from a State ac-
count in the Unemployment Trust Fund
(UTF). A State shall account for the

actual interest earnings and the re-
lated banking costs attributable to
funds withdrawn from the State’s ac-
count in the UTF.

(1) If funds withdrawn from the sev-
eral accounts in the UTF are commin-
gled in the State’s Unemployment In-
surance benefit payment account, the
funds withdrawn from the State’s ac-
count must be allocated a pro rata
share of the actual interest earnings
and related banking costs of the ben-
efit payment account. Funds with-
drawn from the State’s account in the
UTF that are included in investment
pools must be allocated a pro rata
share of interest earnings of the invest-
ment pool.

(2) Notwithstanding any other provi-
sion of this subpart, a State’s interest
liability on funds withdrawn from its
account in the UTF consists of the ac-
tual interest earnings less the related
banking costs of such funds, and shall
be deposited in the State’s account in
the UTF.

(3) This paragraph (h) does not apply
to funds withdrawn from the Federal
Employees Compensation Account and
the Extended Unemployment Com-
pensation Account in the UTF.

§ 205.14 Direct costs of implementa-
tion.

(a) Definition. Direct costs of imple-
menting this subpart are those costs
necessary for the development and
maintenance of clearance patterns and
those costs necessary to perform the
actual calculation of interest liabil-
ities. Direct costs do not include ex-
penses incurred for upgrading or mod-
ernizing of accounting systems.

(b) Reimbursement of direct costs. A
State will be compensated annually for
the direct costs of implementing this
subpart, subject to the following condi-
tions and limitations.

(1) Treasury-State Agreement. A State
must have a Treasury-State Agreement
with the FMS, as set forth in § 205.9.

(2) Direct cost claim. A State must
submit a claim for direct costs with its
Annual Report, as set forth in
§ 205.15(c).

(3) Documentation. A State must
maintain documentation to substan-
tiate its claim for direct costs.
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(4) Eligibility of costs. Direct costs in
excess of $50,000 in any year are not eli-
gible for reimbursement, unless a State
can justify to the FMS that it would be
unable to develop clearance patterns or
perform the actual calculation of inter-
est without incurring such costs.

(5) Costs incurred in prior years. Direct
costs incurred prior to a State’s most
recently completed fiscal year are not
eligible for reimbursement, excepting
costs incurred prior to the first day of
a State’s 1994 fiscal year and claimed
for reimbursement with the State’s
first Annual Report submitted pursu-
ant to this subpart.

(6) Costs incurred prior to July 22, 1991.
Direct costs incurred prior to July 22,
1991, are not eligible for reimburse-
ment, unless a State makes separate
application for such costs, with ade-
quate justification and documentation.

(7) Review by the FMS. The FMS will
review all direct cost claims for rea-
sonableness. Unreasonable cost claims,
as determined by the FMS, will not be
reimbursed, notwithstanding any other
provision of this section.

(8) Method of reimbursement. The FMS
will effect direct cost reimbursement
by reducing the State interest liability
and adjusting the Federal interest li-
ability for each State, to the extent al-
lowed by the following limitations:

(i) Interest liabilities for programs
funded out of trust funds for which the
Secretary is trustee may not be re-
duced or adjusted; and

(ii) The aggregate Federal interest li-
ability for all States may not increase.

(c) Application of cost principles. A
State shall not include direct costs of
implementing this subpart, as defined
in paragraph (a) of this section, in the
development of its Statewide cost allo-
cation plan, as provided for in OMB
Circular A–87. All other costs incurred
by a State to implement this subpart
are subject to the procedures and prin-
ciples of OMB Circular A–87.

(d) Sunset review. By July 1, 1996, the
FMS will review the policies in this
section to determine their effective-
ness.

§ 205.15 Annual reports.
(a) A State shall submit an Annual

Report to the FMS by December 31 ac-
counting for the interest liabilities of

the State’s most recently completed
fiscal year. The format of the Annual
Report will be prescribed by the FMS
and will include, at a minimum, the
following:

(1) The Federal interest liability for
each program subject to this subpart;

(2) The State interest liability for
each program subject to this subpart,
with the State interest liability on re-
funds for each program reported sepa-
rately;

(3) The total Federal interest liabil-
ity for all programs subject to this sub-
part;

(4) The total State interest liability
for all programs subject to this sub-
part;

(5) The net total interest owed by the
State or the Federal Government;

(6) For information purposes, not for
the calculation of interest, the actual
interest earnings on and the related
banking costs for funds drawn from the
State’s account in the UTF.

(b) A State shall submit its Annual
Report both in hard copy and either on
computer diskette or by other elec-
tronic means prescribed by the FMS.

(c) A State may submit as part of its
Annual Report a claim for reimburse-
ment of the direct costs of imple-
menting this subpart, in accordance
with § 205.14. An authorized State offi-
cial shall certify the accuracy of a
State’s direct cost claim.

(d) An authorized State official shall
certify the accuracy of a State’s An-
nual Report.

(e) Reverse flow programs. With re-
spect to a program for which the Fed-
eral Government makes payments on
behalf of a State, a Federal agency
shall provide an interest report to a
State by December 1 for the State’s
most recently completed fiscal year.
The interest report will include the
State interest liability and the Federal
interest liability for the program, in-
cluding the Federal interest liability
on refund transactions of $10,000 or
more. The Federal agency shall certify
the accuracy of the interest report. A
State shall incorporate the interest re-
port in its Annual Report.

(f) The FMS will distribute Annual
Reports to Federal agencies.
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§ 205.16 Interest payment.
(a) Adjusted interest liabilities. The

FMS will adjust a State’s total interest
liability and the Federal Government’s
total interest liability to a State to ef-
fect direct cost reimbursement, as set
forth in § 205.14(b)(8).

(b) Net interest payment. The adjusted
total State interest liability and the
adjusted total Federal interest liabil-
ity for each State will be offset to de-
termine the net interest payable to or
from a State. The payment of net in-
terest to or from a State for its most
recently completed fiscal year will
occur no later than March 1.

(c) Disputed amounts. If the amount of
interest payable is disputed according
to the provisions of § 205.18, payment
must occur for any undisputed por-
tions. The interest in dispute must be
paid within 14 days of receipt of the de-
cision by the Assistant Commissioner,
Federal Finance, as set forth in § 205.18.

§ 205.17 Compliance and oversight.
(a) State coordinator. A State shall

designate an official representative
with the statutory or administrative
authority to coordinate all interaction
with the Federal Government con-
cerning this subpart, and shall notify
the FMS of the representative’s name
and title in writing.

(b) Federal agency coordinator. A Fed-
eral Agency shall designate an official
representative to coordinate all inter-
action with the FMS and the States
concerning this subpart, and shall no-
tify the FMS of the representative’s
name and title in writing.

(c) Recordkeeping. A State shall main-
tain records supporting interest cal-
culations, clearance patterns, direct
costs, and other functions directly per-
tinent to the implementation and ad-
ministration of this subpart.

(d) Record retention. A State shall re-
tain the records related to implemen-
tation of this subpart of each fiscal
year for 3 years from the date the
State submits its Annual Report, or
until any dispute or action involving
the records and documents is com-
pleted, whichever is later.

(e) Availability of records. The FMS,
the Comptroller General, and a Federal
agency shall have the right of access to
all records for the purpose of verifying

interest calculations, clearance pat-
terns, direct cost claims, and the
State’s accounting for Federal funds.

(f) Records for reverse flow programs.
With respect to programs for which the
Federal Government makes payment
on behalf of a State, a Federal agency
shall maintain records supporting in-
terest calculations and clearance pat-
terns. A Federal agency shall retain
such records for 3 years from the date
the Federal agency submits its interest
calculations to a State, as set forth in
§ 205.15(e), or until any dispute or ac-
tion involving the records is com-
pleted, whichever is later. The FMS,
the Comptroller General, and a State
shall have the right of access to all
records for the purpose of verifying in-
terest calculations, clearance patterns,
and the Federal agency’s accounting
for State funds.

(g) State audits. A State’s implemen-
tation of this subpart is subject to
audit in accordance with chapter 75 of
title 31, United States Code, ‘‘Require-
ments for Single Audits.’’

(h) Federal agency compliance reviews.
A Federal agency’s implementation of
this subpart is subject to review pursu-
ant to procedural instructions issued
by the FMS.

(i) Reviewing Annual Reports. The
FMS will distribute Annual Reports to
Federal agencies, as set forth in
§ 205.15(f). Upon request by the FMS, a
Federal agency shall review a State’s
Annual Report for accuracy and rea-
sonableness and shall report its find-
ings to the FMS.

(j) Federal agency noncompliance. If a
Federal agency egregiously or repeat-
edly causes Federal interest liabilities
or fails to comply with this subpart,
the FMS may collect a charge from the
Federal agency in an amount the FMS
determines to be the cost to the gen-
eral fund of the Treasury caused by
such noncompliance, in accordance
with the following:

(1) The FMS will issue a Notice of As-
sessment to the Federal agency, indi-
cating the nature of the noncompli-
ance, the amount of the charge, the
manner in which it was calculated, and
the right to file an appeal.

(2) A charge for noncompliance, to
the maximum extent practicable, will
be paid out of appropriations available
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for the Federal agency’s operations and
will not be paid from amounts avail-
able for funding the programs of the
Federal agency.

(3) If a Federal agency does not pay a
charge for noncompliance within 45
days after receiving a Notice of Assess-
ment, the FMS will debit the appro-
priate Federal agency account.

(4) A Federal interest liability result-
ing from circumstances beyond the
control of a Federal agency does not
constitute noncompliance.

(k) State noncompliance. If a State
materially fails to comply with this
subpart, the FMS may take one or
more of the following actions, as appro-
priate in the circumstances:

(1) Request a Federal agency or the
General Accounting Office to conduct
an audit of the State to determine in-
terest owed to the Federal Govern-
ment, and implement procedures to re-
cover such interest; or

(2) Deny the reimbursement of all or
a part of the State’s direct cost claim;
or

(3) Take other remedies legally avail-
able.

(l) Failure to request funds. If a State
repeatedly or deliberately fails to re-
quest funds in accordance with the pro-
cedures established for its funding
techniques, as set forth in § 205.7 or in
a Treasury-State Agreement, the FMS
may deny the State payment or credit
for any resultant Federal interest li-
ability, notwithstanding any other pro-
vision of this part.

§ 205.18 Appeals and dispute resolu-
tion.

(a) Appeal by a Federal agency. A Fed-
eral agency may appeal any charge as-
sessed by the FMS for noncompliance
by submitting an appeal in writing to
the Assistant Commissioner, Federal
Finance (hereinafter Assistant Com-
missioner), of the FMS, within 45 days
of the date of the Notice of Assess-
ment. The appeal shall include a con-
cise factual statement of the condi-
tions leading to the Notice of Assess-
ment, the basis of the appeal, and the
action requested by the agency. In the
event of an appeal, the charge imposed
under the Notice of Assessment will be
deferred pending the results of the ap-
peal.

(1) Appeal review process. The Assist-
ant Commissioner will review the No-
tice of Assessment, any documentation
supporting the Notice, and the written
appeal from the agency. If based on
this review, the Assistant Commis-
sioner finds that additional informa-
tion is required, the Assistant Commis-
sioner may request to meet with the
agency, as well as other parties se-
lected by the Assistant Commissioner,
as part of the review process.

(2) Decision. The Assistant Commis-
sioner will issue a written decision
within 30 days of receipt of the appeal.
The Assistant Commissioner may uni-
laterally extend this period for an addi-
tional 30 days if required. The decision
of the Assistant Commissioner whether
to uphold the Notice of Assessment, to
overturn the Notice, or to mandate
some other action will be stated in the
written decision. Other actions man-
dated may include a reduced charge, a
deferral of the charge, an alternate so-
lution to cash management improve-
ment, or any combination thereof. The
basis of the decision, the amount of the
charge and the effective date of the
charge will be stated in the written de-
cision. The effective date of the charge
may be retroactive to the date indi-
cated in the Notice of Assessment.

(b) Resolution of disputes. If a dispute
arises from the implementation or ad-
ministration of this subpart, the fol-
lowing resolution mechanism is avail-
able:

(1) The aggrieved party may submit a
written appeal to the Assistant Com-
missioner. The aggrieved party shall
concurrently serve a copy of the writ-
ten appeal to the other concerned par-
ties.

(2) Within 30 days of the submission
of the written appeal, the aggrieved
party shall submit to the Assistant
Commissioner a written statement not
exceeding 15 pages, with supporting
documentation in appendices, that ar-
ticulates the dispute, the aggrieved
party’s position, and the relief sought.
The aggrieved party shall concurrently
serve its statement upon the other con-
cerned parties.

(3) Within 30 days of receipt of the
aggrieved party’s statement, the re-
sponding party may submit a response
statement not exceeding 15 pages, with
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supporting documentation in appen-
dices, to the Assistant Commissioner.
The responding party shall concur-
rently serve its response statement to
the other concerned parties.

(4) The Assistant Commissioner will
issue a written decision within 30 days
after the period for the submission of
the response statement. The Assistant
Commissioner may unilaterally extend
the deadline for issuing a decision by 30
days if required. The Assistant Com-
missioner’s decision shall be the final
agency action on the part of the FMS
for the purposes of judicial review pro-
cedures under the Administrative Pro-
cedures Act, 5 U.S.C. 701–706, unless ei-
ther party invokes the provisions of
the Administrative Dispute Resolution
Act of 1990, 5 U.S.C. 581–593 (ADRA), in
accordance with the following.

(i) Either party may seek to invoke
the assistance of a neutral party ap-
pointed under the provisions of the
ADRA within 30 days of receipt of the
Assistant Commissioner written deci-
sion. The party invoking the ADRA
shall notify both the Assistant Com-

missioner and the responding party in
writing. With the written mutual con-
sent of the parties and the Assistant
Commissioner, a neutral party ap-
pointed under the provisions of the
ADRA may assist in resolving the dis-
pute through the use of alternate
means of dispute resolution as defined
in the ADRA.

(ii) If the party invoking the ADRA
is unable to reach a satisfactory reso-
lution of the problem using the ADRA,
the Assistant Commissioner’s decision
shall be the final agency action on the
part of the FMS for purposes of the ju-
dicial review procedures under the Ad-
ministrative Procedure Act, 5 U.S.C.
701–706.

[57 FR 60676, Dec. 21, 1992; 58 FR 4460, Jan. 14,
1993]

APPENDIX A TO SUBPART A TO PART
205—DEFINITION OF MAJOR FEDERAL
ASSISTANCE PROGRAM

Beginning with State fiscal year 2000,
‘‘Major Federal Assistance Program’’ for
State governments is defined by the fol-
lowing criteria:

Total expenditure of Federal financial assistance for all programs Major Federal assistance program means any program that
exceeds

Between $300,000 and $100 million inclusive .................................. $300,000 or 3 percent of such total expenditures.
Over $100 million but less than or equal to $1 billion ...................... $3 million or 0.30 percent of such total expenditures.
Over $1 billion but less than or equal to $2 billion ........................... $4 million or 0.30 percent of such total expenditures.
Over $2 billion but less than or equal to $3 billion ........................... $7 million or 0.30 percent of such total expenditures.
Over $3 billion but less than or equal to $4 billion ........................... $10 million or 0.30 percent of such total expenditures.
Over $4 billion but less than or equal to $5 billion ........................... $13 million or 0.30 percent of such total expenditures.
Over $5 billion but less than or equal to $6 billion ........................... $16 million or 0.30 percent of such total expenditures.
Over $6 billion but less than or equal to $7 billion ........................... $19 million or 0.30 percent of such total expenditures.
Over $7 billion but less than or equal to $10 billion ......................... $20 million or 0.30 percent of such total expenditures.
Over $10 billion ................................................................................. $30 million or 0.15 percent of such total expenditures.

[64 FR 24243, May 5, 1999]

Subpart B—Potential Liabilities on
Intergovernmental Funds
Transfers Included in the
Catalog of Federal Domestic
Assistance but Otherwise
Generally Excluded From
Subpart A

§ 205.19 Scope of subpart.

This subpart applies to programs in
the Catalog of Federal Domestic As-
sistance that are not subject to subpart
A.

§ 205.20 Cash advances.

(a) Cash advances to a State shall be
limited to the minimum amounts need-
ed and shall be timed to be in accord
only with the actual, immediate cash
requirements of the State in carrying
out a program or project. The timing
and amount of cash advances shall be
as close as is administratively feasible
to the actual cash outlay by the State
for direct program costs and the pro-
portionate share of any allowable indi-
rect costs.

VerDate 11<MAY>2000 09:45 Aug 21, 2001 Jkt 194116 PO 00000 Frm 00035 Fmt 8010 Sfmt 8010 Y:\SGML\194116T.XXX pfrm07 PsN: 194116T



36

31 CFR Ch. II (7–1–01 Edition)§ 205.21

(b) Neither a State nor the Federal
Government will incur an interest li-
ability on the transfer of funds for a
program subject to this Subpart.

§ 205.21 Federal agency oversight re-
sponsibilities.

(a) A Federal agency shall review the
practices of States as necessary to en-
sure compliance with this Subpart. A
Federal agency shall notify the FMS if
a State demonstrates an unwillingness
or inability to comply with this Sub-
part.

(b) A Federal agency shall formulate
procedural instructions specifying the
methods for carrying out the respon-
sibilities of this section.

§ 205.22 State noncompliance.
If a State demonstrates an unwilling-

ness or inability to comply with this
Subpart, the FMS may require the
State and a Federal agency to cover
additional programs under subpart A of
this part, notwithstanding any other
provision of this part.

§ 205.23 Failure to make funds avail-
able.

Consistent with program purposes
and regulations, if a Federal agency
demonstrates an unwillingness or in-
ability to make Federal funds available
to a State as needed to carry out a pro-
gram, the FMS may require the State
and the Federal agency to cover addi-
tional programs under subpart A of
this part, notwithstanding any other
provision of this part.

Subpart C [Reserved]

PART 206—MANAGEMENT OF FED-
ERAL AGENCY RECEIPTS, DIS-
BURSEMENTS, AND OPERATION
OF THE CASH MANAGEMENT IM-
PROVEMENTS FUND

Sec.
206.1 Scope and application.
206.2 Definitions.
206.3 Billing policy and procedures.
206.4 Collection and payment mechanisms.
206.5 Collection and deposit procedure ex-

ceptions.
206.6 Cash management planning and re-

view.
206.7 Compliance.

206.8 Appeals.
206.9 Charges.
206.10 Operation of and payments from the

Cash Management Improvements Fund.

AUTHORITY: 5 U.S.C. 301; 31 U.S.C. 321, 3301,
3302, 3321, 3327, 3328, 3332, 3335, 3720, and 6503.

SOURCE: 59 FR 4538, Jan. 31, 1994, unless
otherwise noted.

§ 206.1 Scope and application.
(a) This subpart applies to all Gov-

ernment departments and agencies in
the executive branch (except the Ten-
nessee Valley Authority) and all mon-
ies collected and disbursed by these de-
partments and agencies. This subpart
does not apply to interagency transfers
of funds, except that agencies are to
use the Treasury’s On-Line Payment
and Collection (OPAC) system for
interagency payments between execu-
tive agencies, when cost-effective.

(b) Policies and guidelines are pre-
scribed for promoting efficient, effec-
tive cash management through im-
proved billing, collection, deposit, and
payment of funds. These objectives
seek to improve funds availability and
the efficiency and effectiveness with
which funds are transferred.

(c) Authority to implement this regu-
lation has been delegated within the
Department of the Treasury (herein-
after, ‘‘Treasury’’) to the Commis-
sioner (hereinafter, ‘‘the Commis-
sioner’’) of the Financial Management
Service (hereinafter, ‘‘the Service).’’
The Service maintains the final au-
thority as granted under the Deficit
Reduction Act of 1984 to specify use of
a particular method or mechanism of
collection and deposit and to recover
costs that result from noncompliance.
Authority is also granted to the Serv-
ice, under the Cash Management Im-
provement Act of 1990, as amended by
the Cash Management Improvement
Act Amendments of 1992, to provide for
the timely disbursement of funds. An
agency will require the collection or
disbursement of funds by the agency
via EFT as a provision of new contrac-
tual agreements or renewal of existing
contracts that impact agency collec-
tion or payment mechanisms.

§ 206.2 Definitions.
For the purpose of this part, the fol-

lowing definitions apply:
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